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Book Reviews
THE BLACK SWAN by Nassim Nicholas Taleb, Random House, New York, 2007, 366 pages 
(hardback) ISBN 978-1-4000-6351-2. 
‘Before the discovery of Australia’, the book commences, ‘people in the Old World were 
convinced that all swans were white, an unassailable belief as it seemed completely confirmed by 
empirical evidence’. The purpose of this book is to reinforce to those of us who are quantitative 
in our professions that sometimes a single point of data is all that is needed to disprove a long 
held theory – and remind us that a sample of any number of white swans does not prove the 
absence of black ones.
Taleb’s greatest achievement is how elegantly he differentiates between datasets that conform 
to the Gaussian or normal distributions and those that are subject to occasional extreme events 
that are unfeasible in the Gaussian world. One represents the norm in the physical world, 
which he refers to as ‘Mediocristan’, the other which is more typical in financial markets or 
the real economy he refers to as ‘Extremistan’. He highlights the irony of the Germans, who 
included a portrait of Carl Friedrich Gauss on a 10 deutschmark bill, a currency with a history 
that belongs to ‘Extremistan’ and not a Gaussian distribution.
The main point of the book is to highlight the difference between these two worlds and 
to reinforce the consequences of not realising which one we are in. If he is right, and in this 
regard at least he probably is, then it means that most, if not all of the Gaussian based tools 
of economics are flawed (and should not be trusted) when dealing with datasets that come 
from ‘Extrimistan’. 
This is a well researched book, and references many of the heterodox schools including 
Hayek, Kahneman, Minksy, Shackle, Popper and Mandelbrot. He does little to hide his fondness 
of Mandelbrot, or his near hatred for the more mainstream stars such as Robert C. Merton and 
Myron Scholes. Taleb undoubtedly goes too far in what appears to have become a personal 
attack on the mainstream. This is a great pity, as this book could have done much more for 
those who share the practitioners view by sticking to the knitting of being informative, rather 
than at times crossing over to an autobiography. 
The Black Swan builds on Taleb’s success as an author and his previous book ‘Fooled 
by Randomness’ which considered similar themes. It also shares a very similar direction as 
Mandelbrot’s – The Mis-behaviour of Markets. What both these books do very well is to 
clearly show that in the real world extremes away from the average occur far too much to be 
adequately modelled by the Gaussian distribution. Taleb tries hard to stay one step ahead of 
the reader who would rightly criticise someone for finding faults in the existing framework 
without suggesting solutions. Perhaps only for a few does he succeed, leaving others to find 
their own ways to deal with the real world.
Despite its flaws, The Black Swan should be compulsory reading for those who need to 
deal with financial markets or the real economy. At least up to Chapter 15.
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WATER RESOURCE ECONOMICS by Ronald Griffin, MIT Press, Cambridge, 2006, 402 
pages (hardback), ISBN 0-262-07267-X. 
As developed countries reach a state where decisions regarding the supply and distribution of 
water resources are made in an environment of a ‘mature water economy’, water managers are 
increasingly turning towards economics to assist them to plan future supply to meet increasing 
demand. Griffin approaches the management of water resources from a neoclassical economics 
perspective. In short, economic efficiency and competitive markets dominate the rationale for 
resource management. Griffin has produced a textbook comprised of 12 chapters providing a 
comprehensive overview of water resource allocation issues including allocation efficiency, 
institutional considerations, policy evaluation using cost-benefit analysis as well as issues 
pertaining to modelling and management of supply and demand. Throughout the text, Griffin 
provides case studies to demonstrate how economic theory might be used. Although Griffin 
acknowledges the changing role of economics in water resource management, from evaluation 
of supply enhancement to demand management, he pays minimal attention to decisions made 
in a climate where social considerations and maintenance of the environment are increasingly 
important. He considers that water demand is of concern to economists only if the demands 
are human sponsored or they are humanly derived, and more importantly, that these demands 
can be represented in a common unit of measure, which Griffin considers is money. The book 
is dominated by a mainstream approach to water resource management, and as such provides 
a comprehensive textbook approach to water resource management. 
It is disappointing to see Griffin dismiss social considerations, in particular concepts of 
fairness or equity, in his quest to use economic theory to demonstrate the mainstream approach 
to the economic efficiency of water allocation. However, the real value of this book is that 
it leaves the way open for a social and or environmentally minded person to fill the gap; to 
write a book which shows another more conciliatory approach to water resource allocation 
drawing from other research disciplines outside of economics.
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